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Employar IdantlLioatl .on Numborr *********** 
Kay Ola t r i u t l  ********* ******** ) 

Formr **** 
Tax Yonrsr **** and aubno:juont yaaru 

Dear Applicant r 

Thia l e t t o r  oonn t i t u t e s  a f i n n l  advorno ru l i ny  with raupoot 
t o  your a l ~ i m  of oxsmption from fadora l  inooma taxdt ion undor 
eectionu 501(a) (9)  and 501(c) (6) of t ho  l n t a r n a l  novonuo Codo. 

Wa make our  r u l i n g  {or t he  following roason(n)r  

You do not qua l i fy  f o r  oxomption atl an organizat ion 
dosaribad i n  s ao t i on  501(0)(9)  of t h a  Coda boaause you provido 
b ~ n e f i t s  t o  employees t h a t  a r e  not  l i f e ,  flick, o r  aooidant 
bene f i t s ,  nnd a r a  not  s imi l a r  t o  l i f e ,  s i a k ,  o r  aoaidant  b e n e f i t s .  
within t he  meaning of saa t ion  1 , 5 0 l ( c ) ( 9 ) - 3  of t h e  Income Tax 
l?eyulatinns, Furthor ,  upon tormination your a s s e t s  w i l l  inllro t o  
t h e  bene f i t  of your cont r ibu t ing  employere. 

You do not  qua l i fy  f o r  exomptLon a s  an  organizat ion 
descr ibed i n  s ec t l on  501(c) ( 6 )  of t h e  Code because you provide 
p a r t i c u l a r  s e r v i c e s  f o r  your members a s  prohib i ted  by s aa t i on  
1.501 (c)  (6) -1 of  t h e  regula t ions .  Further  your purpose is t o  
engage i n  a r egu l a r  business of a  kind o r d i n a r i l y  c a r r i e d  on for 

The  Code and t he  regula t ions  issued thereunder r equ i r e  t h a t  
you f i l e  f e d e r a l  income t a x  re turns .  Baaed upon t h e  f i n a n c i a l  
information t h a t  you furnished,  you should f i l e  r e t u r n s  on t h e  
form and for  t h e  t ax  years  ind ica ted  ahovo within 30 days from 
t h o  d a t e  of  t h i s  l e t t e r  with your key D i s t r i c t  ~ i r e c t o r  f o r  
exempt organiza t ion  mat te rs ,  shown above, un less  you reques t  and 
your key D i s t r i c t  Director  g r an t s  an extension of time t o  f i l e  
t h e  r e tu rns ,  You should Ei lo  r e t u r n s  f o r  l a t e r  t a x  yaars  with 
t h e  appropr ia te  se rv ice  cen t e r  ind ica ted  i n  t he  i n s t r u c t i o n s  f o r  
those r e tu rns .  



Sinoerely, 

idmedl ******* ** ******  

****** ******** 
Direator, Exempt Organizations 
~ivision 

oat ************* 
****** *********

car ******** *  ***********
***************
********************** 

cc: *********************
************ * * * * * * *  
*********************
********************** 
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EIN: ********** NOV 2 6 1996 

Dear Appl icant :  

T h i s  ,?afers t o  your a p p l i c a t i o n  f o r  r e c o g n i t i o n  of exemption 
from f e d e r a l  income t a x  a s  an o r g a n i z a t i o n  desc r ibed  i n  s e c t i o n  
5 0 1 ( c ) ( 9 )  of  t h e  I n t e r n a l  Revenue Code. 

Faots: 
b 

The i .nformation ehows t h a t  you wore incorpora ted  on ********  
* *  ****, t o  e s t a b l i s h  and o p e r a t e  a  program o f  s e l f - i n s u r a n c e  ' 

f o r  e l e c t r i c  membership coopera t ives .  

Your Articles and By-.Laws provide t h a t  your  members s h a l l  ' 

c o n s i s t  of e l e c t r i c  ********** *  opera t ives  organized under  
c h a p t e r  *** of t h e  ***** ******   Code. Your governing board is 
e l e c t e d  by your members. Also, your A r t i c l e s  and By-Laws p rov ide  
t h a t  upon d i s s o l u t i o n  a l l  of your a s s e t s  w i l l  be pa id  t o  members. 
Thz in fo rmat ion  fu rn i shed  r e f l e c t s  t h a t  a l l  of your member 
e l e c t r i c  membership coopera t ives  a r e  recognized a s  exempt from 
f e d e r a l  income t a x  under s e c t i o n  5 0 1 ( c ) ( 1 2 )  of  t h e  Code. 

The in fo rmat ion  fu rn i shed  shows t h a t  your s o l e  purpose is  t o  
p rov ide  workers compensation b e n e f i t s  t o  a l l  employees of 
e l e c * * * ********  p c o o p e r a t i v e s  organized under c h a p t e r  *** of 
t h e  ***** ******   Code. F u r t h e r ,  t * *   mployee census  you 
submit ted r e f l e c t s  t h a t  a l l  of  t h e  **** employees of t h e  e l e c t r i c  
membership c o o p e r a t i v e s  a r e  covered by your b e n e f i t  p lan.  

You s t a t e  t h a t  you c u r r e n t l y  provide b e n e f i t s  f o r  work 
r e l a t e d  a c c i d e n t s  and i n j u r i e s  t o  t h e  employees of t h e  e l e c t r i c  
membership coopera t ives .  I n  ********  ** ****, you and your 
members e n t e r e d  i n t o  a n  Indemnity Agreement. That Agreement 
s t a t e s  t h a t  each of your members is s u b j e c t  t o  t h e  terms and 
c o n d i t i o n s  of  t h e  ***** ******   Workersf compensation Act 
( h e r e a f t e r  t h e  A c t ) .  F u r t h e r ,  under t h e  Agreement, you a r e  
r e q u i r e d  t o  pay t h e  b e n e f i t s  o r  awards your members a r e  r e q u i r e d  
t o  pay t o  t h e i r  employees by t h e  Act.  . . 



You i n d i a a t o  t h a t  iWi6i.n-dotermi';;ecl that: you do n o t  
q u a l i f y  f o r  r e a o  n i t i o n  af  exemption under ~ o c t i o n  501 (a)  (9) '  of 
t h e  Code, t h a t ,  Pn t h o  n i a r n a t ~ l v e ,  you r e q u e s t  a o n a i d e r a t i o n  f o r  , 

exemption under  floction 501.(cJ ( 6 )  of t h e  Code. 

The i s s u e  i n  t h i s  anso is whethor you a r e  providing employer 
b e n e f i t s  i n e t o a d  of  employee b ~ n e f i t s , ~  

s e c t i o n  5 0 1 ( c ) ( 9 )  of t h e  Code p r o v i d e s  f o r  t h e  exemption 
from Federa l  income t a x  of  vo lun ta ry  amployeest b e n e f i c i a r y  
a ~ s o c i a t i o n s  providing f o r  t h e  payment of l i f e ,  s i c k ,  a c o i d e n t ,  
o r  o t h e r  b e n e f i t s  t o  t h e  members of such a s s o c i a t i o n  o r  t h o i r  
dependents ,  o r  designatad beneficiaries, i f  no p a r t  of  t h e  n e t  
e a r n i n g s  of such a s s o c i a t i o n  inures  ( o t h e r  than through such 
payments) t o  t h e  b e n e f i t  of  an,y p r i v a t e  ~ h a r e l l o l d e r  o r  : 
i n d i v i d u a l .  

s e c t i o n  501(c)(G) of t h e  Code p rov ides  f o r  t h e  exemption 
from Federa l  income t a x  of  bus iness   league^ not  organized f o r  
p r o f i t ,  no p a r t  of  t h e  n e t  e a r n i n g s  of which inures  t o  t h e  
b e n e f i t  of any p r i v a t e  sha reho lder  o r  i n d i v i d u a l .  

s e c t i o n  4 9 7 6 ( a )  of t h e  Code p rov ides ,  i n  e f f e c t ,  t h a t  an ' 

employer who main ta ins  a  we l fa re  b e n e f i t  fund w i l l  be assessed  a  
t a x  equa l  t o  100  p e r  c e n t  of any d i s q u a l i f i e d  b e n e f i t .  

S e c t i o n  4976 ( b )  (1 )  ( C )  of  t h e  Code, i n  r e l e v a n t  p a r t ,  d e f i n e s  
t h e  term ndisql.!alif ied b e n e f i t t t  t o  mean any por t ion  of a  we l fa re  
b e n e f i t  fund r e v e r t i n g  t o  t h e  b e n e f i t  of  t h e  employer. 

S e c t i o n  302(c )  ( 5 )  of t h e  Labor Management R e l a t i o n s  A c t  
(LMRA) a l l o w s  f o r  b e n e f i t  payments which a r e  compensation f o r  
i n j u r i e s  o r  i l l n e s s  r e s u l t i n g  from occupa t iona l  a c t i v i t y  o r  
i n s u r a n c e  t o  p rov ide  t h e s e  payments. These benef i t s  a r e  commonly 
known as workersf  compensation payments and a r e  those  provided by 
law f o r  compensation f o r  l o s s  r e s u l t i n g  from i n j u r y ,  d i s a b i l i t y ,  
o r  d e a t h  o f  workers due t o  i n d u s t r i a l  c a s u a l t y ,  a c c i d e n t s ,  o r  
d i s e a s e .  

S e c t i o n  1 . 5 0 1 ( c ) ( 9 ) - 1  of t h e  Income Tax Regulat ions  p rov ides  
t h a t  f o r  a n  o r g a n i z a t i o n  t o  be desc r ibed  i n  s e c t i o n  5 0 1 ( c ) ( 9 )  of  
t h e  Code, an o r g a n i z a t i o n  must meet a l l  of t h e  fo l lowing  
reqa i rements :  

(a)  The o r g a n i z a t i o n  is an employees1 a s s o c i a t i o n ,  

(b j  Memhership i n  t h e  a s s o c i a t i o n  is vo lun ta ry ,  
.* 



rrp  .-.. 
( c )  Tho o r g a n i z a t i o n  provides  +or  t h e  payment of l i f s ,  

o i c k ,  nccidunt-or o t h e r  b e n e f i t s , t o  its memb~rs 
' o r  t h e i r  dependent8 o r  des igna ted  b o n o f i o i a r i e s ,  

and s u b s t a n t i a l l y  a l l  of its o p e r a t i o n s  a r e  i n  
f u r t h e r a n c e  of providiny such b e n a f i t s ,  and 

(d )  No p a r t  of athe n e t  ea rn ings  of t h o  o r g a n i z a t i o n  
i n u r e s ,  o t h e r  t h a n  by payment of t h e  b e n e f i t s  
r e f e r r e d  t o  i n  paragraph (c)  of t h i s  s e c t i o n ,  t o  
t h e  b e n e f i t  of any p r i v a t e  sha reho lder  o r  
i n d i v i d u a l .  

S e c t i o n  1 .501 (c) ( 9 )  -3 ( d )  of t h e  r e g u l a t i o n s  d e f i n e s  ' o the r  
b a n e f i t s t  a s  inc lud ing :  

on ly  b e n e f i t s  t h a t  a r e  s i m i l a r  t o  l i f e ,  s i c k ,  o r  
a c c i a e n t  b e n e f i t s .  A b e n e f i t  is  s i m i l a r  t o  a  l i f e ,  s i c k ,  o r  
a c c i d e n t  b e n e f j t  i f - -  " . 

(1 )  It is intended t o  sa feguard  o r  improve t h e  h e a l t h  
of a  member o r  a  m&berls dependents,  o r  

( 2 )  I t  p r o t e c t s  a g a i n s t  a  cont ingency t h a t  i n t e r r u p t s  
o r  impa i r s  a member's earning power. 

S e c t i o n  1 . 5 0 1 ( ~ ) ( 9 ) - 3 ( e )  of t h e  r e g u l a t i o n s  s t a t e s ,  t h a t  
" [ e l x c e p t  t o  t h e  e x t e n t  o therwise  provided i n  t h e s e  r e g u l u t i o n s ,  
a s  amended from time t o  t ime, ' o t h e r  b e n e f i t s t  a l s o  inc ludes  ally 
b e n e f i t  provided i n  t h e  manner pe rmi t t ed  by paragraphs (5 )  e t  
seq.  of s e c t i o n  302(c)  of t h e  Labor Management R e l a t i o n s  Act of  
1947. 

S e c t i o n  1 . 5 0 1 ( ~ ) ( 9 ) - 4 ( a )  of t h e  r e g u l a t i o n s  provides  t h a t  
"[n]o p a r t  of t h e  n e t  ea rn ings  of  an employees' a s s o c i a t i o n  may 
i n u r e  t o  t h e  b e n e f i t  a f  a  p r i v a t e  sha reho lder  o r  i n d i v i d u a l  o t h e r  
than  through t h e  payment of  b e n e f i t s  ,7ermitted by s e c t i o n  
1.501 (c) (9)  -3 [o f  t h e  r e g u l a t i o n s ]  . . . . 'I 

S e c t i o n  1.501 (c) (6 )  -1 of t h e  r e g   ation ions d c f  i n e s  a bus iness  
l eague  a s  an a s s o c i a t i o n  of persons  k.aving some common bus iness  
in".r;est ,  t h e  purpose of which is t o  promote such common 
inc+, ' ies t .  Its a c t i v i t i e s  should be d i r e c t e d  towards t h e  
impruvement of  b u s i n e s s  c o n d i t i o n s  i n  one o r  more l i n e s  of 
b u s i n e s s  a s  d i s t i n g u i s h e d  from t h e  performance of p a r t i c u l a r  
s e r v i c e s  f o r  i n d i v i d u a l  persons.  

I n  Rev. Rul. 74-18, 1974-1 C.B. 139, t h e  S e r v i c e  he ld  t h a t  
s i n c e  t h e  employees of t h e  corpora t ion  were a l r e a d y  e n t i t l e d  
under s t a t e  s t a t u t e  t o  t h e  payment of workmen's compensation 
b e n e f i t s ,  t h e  format ion of t h e  a s s o c i a t i o n  d i d  n o t  r e s u l t  i n  t h e  
r e c e i p t  o f  any a d d i t i o n a l  empl'oyee b e n e f i t s .  The a s s o c i a t i o n  
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merely ensureR the dizcharge of an obligation already imposed by 
'statute upon tho corporation, Accordingly, the avsooiation does 
not qualify for exemption from Federal income tax under section , 

501 (0) (9) of the code, 

In Rev. Rul. 74-81, 1974-1 C.B.. 135 the service held that by 
providing group workmenlc compensation insurance for its members, 
the organization relieves the members of obtaining this insurance 
on an individual basis, resulting in a convenience in the conduct 
of their businesses. Therefore, the organization is rendering 
particular services for individual persons as distinguished from 
the improvement of business conditions in the contrasting and 
related industries generally. Accordingly, the Service conoluded 
that the organization did not qualify for exemption from Federal 
incoma tax under section 501(c)(G) of the Code. 

Rationale: 

In Rev. Rul. 74-18, supra, the Service concluded that a fund 
established by an employer to provide workers1 compensation 
benefits required by state law did not qualify for exemption ' 

under section 501(c)(9) of the Code. ~pecifically, the Service 
concluded thet Itsince +.he employees of the corporation were 
already entitled under state statute to the payment of workmen's 
compensation benefits, the formation of the fund did not result 
in the? receipt of any additional employee benefits. The fund 
merely ensured the discharge of an obligation already imposed by 
the statute upon the employer. 

The essence of the ruling in Rev. Rul. 74-18, supra, is 
that the subject organization was not a section 501(c)(9) VEBA 
because, in effect, it was providing an employer benefit, rather 
than an employee, benefit. IIowever, this ruling has, in effect, 
been modified, with respect to VEBAs created under a collective 
bargained agreement. The reason for this difference in treatment, 
is that a collectively bargained benefit is an employee benefit 
rather than being an employer benefit as in Rev. Rul. 74-1.8, 
supra. 

.' Therefore, the Service believes that a VEBA, formed pursuant 
to a collective bargained agreement, that provides workers' 

o compensation benefits, qualifies for exemption uvdcr section 
I 501 (c) (9) of the Code. 
;i 
:$I 
,;: Since workerst compensation benefits are a type of benefit 
C: .> 3 

&? 
which may be provided by a section 501(c)(9) VEBA, the central 

,, . question is whether the provision of such benefits in your case 
fib', 
@ is consistent with the basic principles of exemption under 

q;: section 501(c)(9). The information furnished does not reflect 
P V. that the workers' compensation benefits you fund were S z;:.. 

o$ , , 
t..'?. 
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c o l l e c t i v e l y  bargained.  Thus, you do n o t  meet t h e  excep t ion  t o  
t h e  ho ld ing  i n  Rev. RUT. 74-18, supra .  ' 

Moreover, t h e  informat ion fu rn i shed  r e f l e c t s  t h a t  your 
members, t h e  e l e c t r i c  membership c o o p e r a t i v e s ,  a r e  s u b j e c t  t o  t h e  
terms and c o n d i t i o n s  of t h e  Act and t h a t  you a r e  requ i red  t o  pay 
t h e  b e n e f i t s  o r  awards t h e y  a r e  r e q u i r e d  t o  pay t o  t h e i r  
employees by t h e  A c t .  Therefore ,  we conclude t h a t  t h e  workers' 
compensation b e n e f i t s  you fund a r e  b e n e f i t s  f o r  t h e  employer, t h e  
e l e c t r i c  membership coopera t ives ,  and n o t  b e n e f i t s  f o r  t h e  
employees of  t h e  e l e c t r i c  membership coopera t ives .  Accordingly,  
we conclude t h a t  you a r e  l i k e  t h e  s u b j e c t  o rgan iza t ion  of  Rev. 
Rul. 74-18, supra .  

Even i f  w e  concluded t h a t  t h e  workers1 compensation b e n e f i t s  
you fund a r e  c o n s i s t e n t  wi th  exemption under  s e c t i o n  5 0 1 ( c ) ( 9 )  of 
t h e  Code, you would still n a t  q u a l i f y  f o r  exemption under s e c t i o n  
501(c)  ( 9 ) )  because  A r t i c l e  ** of  your By-Laws provide t h a t  your 
members a r c  the.  e l e c t r i c  membership c o o p e r a t i v e s ,  r a t h e r  than  t h e  
employees of  t h e  e l e c t ~ i c  membership c o o p e r a t i v e s ,  t h u s  you a r e  
n o t  a n  a s s o c i a t i o n  of employees w i t h i n  t h e  meaning of  s e c t i o n  . 

1.501(c)  ( 9 ) - 1  o f  t h e  r e g u l a t i o n s .  

Even i f  we concluded t h a t  you a r e  an a s s o c i a t i o n  of 
employees w i t h i n  t h e  meaning of s e c t i o n  1 . 5 0 1 ( ~ ) ( 9 ) - 1  of t h e  
r e g u l a t i o n s ,  you would s t i l l  n o t  q u a l i f y  f o r  exemption under 
s e c t i o n  5 0 1 ( c ) ( 9 )  o f  t h e  Code, because A r t i c l e  * *   of your By-Laws 
p rov ide  t h a t  your  a s s e t s  w i l l  be d i s t r i b u t e d  t o  your members i n  
v i o l z t i o n  of s e c t i o n  4976 (b)  (1) (C )  of  t h e  Code. Moreover, ,your  
a s s e t s  w i l l  i n u r e  t o  your member-employers i n  con t raven t ion  of 
s e c t i o n  1 .501  (c)  (9 )  -4 (a )  of t h e  r e g u l a t i o n s .  

Because your  members a r e  t h e  e l e c t r i c  membership 
c o o p e r a t i v e s ,  r a t h e r  than  t h e  employees o f  t h e  e l e c t r i c  
membership c o o p e r a t i v e s ,  we conclude t h a t  you a r e  formed more 
l i k e  t h e  o r g a n i z a t i o n  t h a t  is t h e  s u b j e c t  of Rev. Rul. 
74-81, supra .  

Based on t h e  informat ion f u r n i s h e d ,  we conclude t h a t  by 
p rov id ing  group workmen's compensation insurance  f o r  your 
members, you a r e  r e l i e v i n g  your members o f  ob ta in ing  t h i s  
insurance  on an i n d i v i d u a l  b a s i s ,  t h u s  r e s u l t i n g  i n  a convenience 
i n  t h e  conduct 'of t h e i r  bus inesses .  There fore ,  we conclude t h a t  
you a r e  r e n d e r i n g  p a r t i c u l a r  s e r v i c e s  f o r  i n d i v i d u a l  persons  a s  
d i s t i n g u i s h e d  from t h e  improvement o f  b u s i n e s s  c o n d i t i o n s  i n  one 
o r  more L ines  o f  bus iness  wi th in  t h e  meaning of s e c t i o n  
1 . 5 0 1 ( ~ ) ( 6 ) - 1  o f  t h e  r e g u l a t i o n s .  Accordingly,  we conclude t h a t  
you do n e t  q u a l i f y  f o r  exemption under s e c t i o n  501(c)  ( 6 )  of t h e  
Code. 



- 
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There fore ,  we conclude t h a t  you a r e  n o t  organized o r  
operated l i k e  an employee b e n e f i t  a s s o c i a t i o n  d e s c r i b e d  i n  
s e c t i o n  501(c )  (9 )  of t h e  Code, o r  l i lce  a  b u s i n e s s  league 
desc r ibed  i n  s e c t i o n  501 ( c )  ( 6 )  of t h e  Code. 

I n  summary, (1 )  you a r e  not  an a s s o c i a t i o n  of employees 
wi th in  t h e  meaning of  s e c t i o n  1 . .501(c)(9)-1  of  t h e  regu la t ions ;  
( 2 )  your a s s e t s  i n u r e  t o  t h e  cv;loyer-members on d i s s o l u t i o n  i n  
v i o l a t i o n  o f  t h e  inurement p r o s c r i p t i o n  under s e c t i o n  
1.501 ( c )  (9)  -4 ( a )  of  t h e  r e g u l a t i o n s ;  (3) you a r e  funding employer 
r a t h e r  t h a n  employee b e n e f i t s  and a r e  l i k e  t h e  s u b j e c t  
o rgan iza t ion  of Rev. Rul .  74-18, .suvrai  ( 4 )  you a r e  render ing 
p a r t i c u l a r  s e r v i c e s  f o r  members I n  c o n ~ r a v e n t i o n  of  s e c t i o n  
1.501 (c )  (6 )  -1 of  t h e  r e q u l a t i o n s .  

There fore ,  based on t h e  above, we conclude t h a t  you do n o t  
q u a l i f y  f o r  r e c o g n i t i o n  of exemption from f e d e r c l  income t a x  
under e i t h e r  s e c t i o n  5 0 1 ( c ) ( 9 ) ,  o r  s e c t i o n  5 0 1 ( c ) ( 6 )  of t h e  Code; 
You a r e  r e q u i r e d  t o  f i l e  f e d e r a l  income t a x  r e t u r n s .  

You have t h e  r i g h t  t o  p r o t e s t  t h i s  r u l i n g  i f  you b e l i e v e  it 
is i n c o r r e c t .  To p r o t e s t ,  you should submit a s t a t e m e n t  of your 
views, wi th  a f u l l  exp lana t ion  of your reason ing .  T h i s  s ta tement ,  
s igned by one o f  your o f f i c e r s ,  must be submit ted wi th in  30 days  
of t h e  d a t e  of  t h i s  letter. You a l s o  have a  r i g h t  t o  a  conference 
i n  t h i s  o f f i c e  a f t e r  your  s ta tement  is submit ted.  You must 
r eques t  t h e  confe rence ,  i f  you want one, when you f i l e  your 
p r o t e s t  s t a tement .  I f  you a r e  t o  be represen ted  by someone who is 
no t  one of  your  o f f i c e r s ,  t h a t  person w i l l  need t o  f i l e  a proper  
power of a t t o r n e y  and otherwise  q u a l i f y  under o u r  Conference and 
P r a c t i c e s  Requirements.  

I f  we d o  n o t  h e a r  from you w i t h i n  30 days ,  t h i s  r u l i n g  w i l l  
become f i n a l  and c o p i e s  w i l l  be forwarded t o  t h e  Southeast  key 
District D i r e c t o r  i n  Bal t imore,  Maryland. T h e r e a f t e r ,  any 
ques t ion  abou t  your f e d e r a l  income s t a t u s  should be addressed t o  
t h a t  o f f  i c e .  

******  * *  ******  
Chie f ,  Exempt Organizat ions  
Rul ings  Branch 3  

cc: ***  * * * * * * * * * * * * * * * *  l  
Attn:  EO Group 




